) MEMORANDUM cOE

Agenda Item No. 7(A)

TO:

Honorable Chairperson Barbara Carey-Shuler, Ed. D. DATE: October 12, 2004
and Members, Board of County Commissioners

FROM: George SUBJECT:  Deferred Compensation
Cou er ' 457 Program

A Deferred Compensation program is a valuable benefit and an important tool in attracting and retaining
employees. It allows employees to set aside a designated amount of money in a tax deferred account, in
accordance with IRS regulations. Miami-Dade County currently offers employees the option of participating
in a 457 Deferred Compensation Plan through either the International City Management Association _
Retirement Corporation (ICMA-RC) or Nationwide Retirement Solutions (NRS). ICMA-RC was adopted by -
the Board on December 7, 1976 and NRS (formerly NACO) was adopted by the Board on February 2, 1981.
There are approximately 14,000 active participants in the two programs, and over 1000 former employees
are receiving payouts under the programs. The current value of the assets invested in these plans is
approximately $691 million. Our program is voluntary and involves no County funding.

In April, 2003, the previous administration had presented a request for proposals (RFP) seeking 457
programs (Deferred Compensation) to the Government Operations Committee. The item was forwarded to
the Board of County Commissioners without recommendation. At the time, the Manager’s Office deemed
that an RFP was necessary for acquiring providers because the program has never been competitively bid
and the County does not have formal contracts with the existing providers. However, the recommendation
was withdrawn from the Board agenda on May 6, 2003 in order to further evaluate the program requirements
and scope of work. It has not been brought back to the Board.

I am sensitive to concems that continue to be raised over the fact that this program has not been
competitively bid, and the absence of formal contracts with the current vendors. The issuance of an RFP
would provide the County with a secure contract(s), with fee guarantees for the term of the contract, as well
as service/performance guarantees from the vendors. This is not to say that we do not currently have plan
documents with the vendors which spell out the administrative and legal components of the programs. We
recognize the value of competition and the benefits it can yield. However, it is also very important to weigh
the value of continuity and the long-term relationship our employees enjoy with current providers. Though
we have not solicited bids for this program, the County has been diligent in reviewing the quality of our
investment choices and the competitiveness of fees in the marketplace.

At my request, staff has recently completed an analysis of the current situation regarding the County’s
deferred compensation program. Components of the analysis included an employee satisfaction survey
conducted by our benefits consultant, Deloitte, discussion with our bargaining unit representatives to
determine their perspective on this matter, and a survey of other large public employers to compare our
program and process to that of others.
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The employee survey was administered in January, 2004 in order to ascertain employee satisfaction with the
incumbent vendors. Seven thousand (7000) surveys were mailed to a stratified random sample of
participating employees. One thousand twelve (1012) responses were received, providing a statistically
valid, reliable data set from which Deloitte was able to draw meaningful conclusions about the total’
population. Significant components of the survey results include: '

e Nearly 43% of NRS participants, and 33% of ICMA partlclpants have been enrolled in the program

for 10 years or more

Most participants indicated they are enrolled in elther 1-2 funds, or 3-5 funds

Overall satisfaction ratings were high for both plans

Employees were generally satisfied with the number of investment options currently offered

ICMA participants gave a slightly higher satisfaction rating (.81) than NRS participants (.69) when

asked about the selection of investment funds ,

e Investment fund performance received the lowest satisfaction ratings among the “investment fund”
" questions. Given the performance of the overall market in the past few years, this is not surprising

o Ratings were very high for both plans regarding the timeliness and accuracy of quarterly fund

statements

Staff met with bargaining unit representatives on December 15, 2003. An open discussion was held
regarding the current vendors and whether or not they felt their membership would like to see the County go
out to bid for the program. The group seemed to be split on this question. Several unions favored going out
to bid in hopes that vendors would provide more favorable fees, more fund choices and better service to their
members. Many unions indicated that they were satisfied with the current vendors and did not want to see
the relationships disrupted. There was no strong indication that any of the bargaining units were receiving
complaints from their members regarding the existing vendors.

At oui request, Deloitte contacted ten large public employer groups to determine how their 457 programs
compared to that of Miami-Dade County. The survey (Attachment A) provided several interesting facts:

e Miami-Dade County’s employee participation (47% of eligible employees) compares favorably to
those surveyed

¢ The number of investment funds offered is larger than most other employers
The number of full service vendors we offer is in line with most other employers

e Most employers issue a RFP to select their vendor (It is noted that most RFPs resulted in no change
to providers offered, except through consolidation.)

¢ Most contracts are for a 3-5 year period, with varying options to renew

e Our employees pay $0 annual participant fees (except 5™ tier and brokerage window participants)
For other employers fees vary from $0 to a percentage fee based on asset value or flat dollar per
participant

e Qur asset based charges compare favorably with those surveyed
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The inquiries have resulted in mixed findings about whether or not it is appropriate to conduct a competitive
bid for these services. A key consideration must be the impact on County employees. Since there is no
County money involved, the results of a solicitation would primarily impact the employees. Generally, the
followmg arguments could be raised by those who would support 1ssu1ng an RFP:

Reduction in plan administration fees/costs
More/better investment choices

Improved fund performance

Improved customer service

It should be stressed that these are possible outcomes, but the County’s current programs rank high in three
of the four areas. As previously noted, employees did not rate their satisfaction with fund performance as
high as other areas. However, this is likely indicative of overall market performance, and not neccssanly
reflective of the incumbent vendors.

Similarly, the following arguments could be raised as to why the County should continue to maintain the
existing relationships:

Our employees currently pay no plan administration fees

Miami-Dade County employees have more investment choices than most other employer groups
Current programs ranked high in customer service in the employee survey

Potential disruption to employees of investment choices

Adverse impact on employee morale if plan changes occur

Again, there is no reason to believe that a competitive process would have an adverse impact on the above
noted arguments for maintaining our current providers. As you can see, there are compelling arguments both
for maintaining the existing arrangement and formalizing the relationship with the current providers as well
as competitively bidding the service. Ultimately, this is a policy consideration for the Board to make. Staff
is prepared to respond to any questions you may have.

[—Dry”

Assxstanjlounty Manager
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